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“While we don’t like to suffer 
losses such as this [Enron],  
it is important that you 
understand that no pension 
benefits will be affected by 
this event.”  
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 Recently, Congress enacted a far-reaching measure that 
has created significant new options for members of corporate and 
public retirement plans, like PERF.  The Economic Growth and 
Tax Relief Reconciliation Act of 2001 (EGTRRA) increases the 
portability of retirement accounts and gives the account holder 
more flexibility in making retirement and investment decisions.  
The Indiana General Assembly has enacted a bill to harmonize 
Indiana law with the new federal law and take full advantage of 
its provisions.  We have included a discussion of this new law in 
this newsletter. 
 

A word about Enron.  We have all heard about the Enron 
problem and the company’s bankruptcy.  Although the Fund held 
some Enron securities in its portfolios and felt the loss in value as 
the company went into bankruptcy, the amount of the loss was 
only a very small portion of the Fund’s overall portfolio.  While 
we don’t like to suffer losses such as this, it is important that you 
understand that no pension benefits will be affected by this event.  
In fact, something like the Enron problem demonstrates the 
wisdom of diversifying the portfolio.  Our other investments held 
up strongly and brought the Fund up to market or better in 
returns, thus offsetting the negative effect of Enron.    
 
 As you know by now, the legislature passed a law last 
year that allows members to change their investment choices in 
their Annuity Savings Accounts every quarter, which will allow 
people to adjust their investment plans on a more timely basis.  
Previously, a change could be made only once in any 12-month 

 this is another step in the modernization of the 
Fund and our effort to bring a full set of retirement services to our 
members.  The Board is very interested in improving this service 

k to make it better.  
 

We hope you enjoy this issue of the quarterly newsletter.  
It’s nice to be able to report good news like new federal tax law 
and changes to the Indiana Code.  We think the news will 

 and that your pension fund will continue to 
improve. 

period.  We think

and will continue to wor

continue to be good
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Quick Fact 

 
The Indiana Public Employees’ 
Retirement Fund ranks as the 
161st largest pension fund in 
the world among all public and 
corporate funds. 
 
Pension & Investments Magazine,  
December 24, 2001 

This situation has no 
effect on the Fund’s 
ability to pay benefits 
now or in the future.  
The promise of your 
pension benefits is as 
strong now as it ever 
has been. 

 

 

 
On December 2, 2001, the Enron Corporation filed for Chapter 11 
bankruptcy protection.  Across the country, pension funds like the Public 
Employees’ Retirement Fund have reported significant losses as a result of 
Enron’s financial collapse.  All in all, public funds across the United States 
have reported combined losses of more than $1.5 billion.   
 
As disturbing as that number may sound, it is important to look at it in a 
larger perspective.  As of the October 2001, public fund assets in the United 
States numbered approximately $2.2 trillion. Consequently, Enron losses 
represent less than 0.7 % of total public pension fund assets.  On a 
percentage basis, PERF lost even less than that to Enron investments.   
 
Institutional investors like PERF will, unfortunately, experience losses like 
this from time to time.  However, the way that PERF protects you from a 
situation like this is through diversification of the investment portfolio.  The 
Fund’s assets are spread over a wide variety of asset classes, which protect 
it, in the long term, from declines in the market and random occurrences 
like the problems resulting from Enron. 
 
 
THE “PENSION PROMISE” 
 
Although the investment loss to Enron is unfortunate, it has created an 
excellent opportunity to consider the positive attributes of a retirement 
benefit like that offered by PERF.   
 
We have received many calls from concerned members regarding the
security of their pension benefits following the Enron collapse.  Your 
retirement assets are just as safe today as they were prior to Enron’s
financial problems being announced.  This situation has no effect on the 
Fund’s ability to pay benefits now or in the future.  The promise of your 
pension benefits is as strong now as it ever has been. 
  
The PERF pension is a promise backed by state law.  The law states that if 
you work in a PERF-covered position for at least ten years, the State of 
Indiana guarantees a pension in the form of a defined benefit retirement 
plan.  The way your retirement benefit is calculated is spelled out in state 
law and is not adversely affected by fluctuations in the market or 
investment losses like these. 
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PURCHASE OF MILITARY SERVICE CREDIT 
 
Recently, a number of our members have expressed concerns about the cost of purchasing prior military
service with PERF.  Indiana Code 5-10.3-7-5 states that the purchase price will be based on the following:
  

• The member's salary at the time the member actually makes a contribution towards the 
purchase of the service credit. 

 
• The number of years of service credit the member intends to purchase. 

 
• A rate determined by the actuary of the fund, which is based on the age of the member 

at the time they actually make a contribution towards the purchase of the service credit.  
 
It is the third of those items that makes the purchase price increase dramatically as your years of service
increase, as you get older, and the length of time you have until retirement decreases.  The purchase price
increases because as you get older the “value” that service will have also increases.  This is because the
longer PERF has your money, the longer we can invest it, add value to that money, and so the less we
need to charge you for the purchase of additional service. 
 
The method of calculating the cost of the purchase is based on the difference between the value of the
benefits you have earned before and after the purchase of the service.  This method discourages
purchasing military service that would qualify you for one of the unreduced benefit commencement dates
(Age 65 with 10 years of service, age 60 with 15 years of service, or the Rule of 85).  
 
So, when is the best time to purchase your military service?  If you are not eligible to retire, then the
sooner the better after you qualify. However, if you are expecting a salary increase, then it would be to
your advantage to submit your application before you receive the increase, as the purchase is tied directly
to your compensation at the time you choose to make the purchase. Remember you must have a minimum
of one year of PERF-covered employment before you can apply to purchase military service.  Also
remember, if you are planning on purchasing your service on the 5-year installment plan, it must be paid
for in-full before you can use it for retirement. 
 
The next page has two examples that attempt to show you the impact of timing in the purchase of
additional military service credit. 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

A Quick Reminder 
 
Please keep your name and address current with our office.  Change of Name and/or
Address Forms are readily accessible from the PERF web site at www.perf.in.gov, or
from your employer.  After 60-90 days, the post office will longer forward mail to your
new address and we may lose touch with you to mail updates like these and your
quarterly statement of account. 
MEMBER UPDATE
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 PURCHASE OF MILITARY SERVICE CREDIT 
 
The following are two examples illustrating how age, salary and service affect the cost of purchasing 
military service credit. 
 
Example 1 
  
Let’s suppose a member is age 57 with 27 years of PERF-covered service, currently earns $50,000 in 
salary, and wishes to buy 1-¾ years of military service credit. 
 

• Since the member is not yet 60 years old and the sum of his age and service is only 84, this 
member is not yet eligible to retire under any of PERF’s unreduced benefit circumstances.  
The temptation is to purchase the 1-¾ years of military service (which would then qualify the 
member for the Rule of 85) and immediately with unreduced benefits. 

 
• Prior to the purchase, the member was not eligible to retire with unreduced benefits (because 

the member was not eligible for the Rule of 85).  If the member wished to retire immediately 
prior to the purchase, his benefit would be only 74% of the benefits earned.  Let’s say the 
value of this benefit is $122,500. 

 
• After the purchase, the value of the benefit increases significantly because now the member 

is able to retire immediately and receive 100% of earned benefits without any reduction for 
early commencement of benefits.  Let’s say the value of benefits after the purchase of 
military service is $165,200. 

 
• The calculation method now simply takes the difference between these 2 amounts to arrive at 

a cost of $42,700 ($165,200 minus $122,500).  In this example the member has a salary of 
$50,000, so this represents 85.4% of his salary! 

 
Example 2 
 
Now let’s look at the same member as in Example 1, but after he has continued to work for another 6 
months. 
 

• The member is now 57-½ years old, with 27-½ years of creditable service.  Adding the age 
and service together, the member is now eligible for unreduced benefits under the Rule of 85. 

 
• The calculation method for determining the cost to purchase the service will now determine 

the value of this benefit, and will include the fact that the member can retire with unreduced 
benefits.  Let’s suppose that value is $156,800.   

 
• Finally, the calculation method looks at the value of the benefit after the purchase.  If we 

assume this value is $166,800 (slightly higher than the $165,200 in the first example since 
the member has another ½ year of service), then the cost to purchase the 1-¾ years of service 
would be $10,000 ($166,800 minus $156,800).  This represents 20% of the $50,000 salary – 
much less than 85.4%. 
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2001 FEDERAL TAX LAW CHANGES 

 
Members should note that the Economic Growth and Tax Relief Reconciliation Act made many changes to 
federal tax laws in 2001.  For example, the Act contained tax rate reductions, changes to tax credits (such as 
the earned-income credit, the adoption credit, and the child tax credit), changes to allowable contributions to 
Individual Retirement Accounts (IRAs), and changes to the deduction for student loan interest.  As you 
prepare your 2001 federal income tax returns, it may be helpful for you to review the Internal Revenue 
Service’s Publication 553 (“Highlights of 2001 Tax Changes”).  This publication is available on the IRS’s 
website at www.irs.gov. 
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PERF LEGISLATION CONSIDERED IN  
2002 GENERAL ASSEMBLY 

 
re a number of bills introduced in the state legislature related to the activities of PERF.

ertaining to vesting requirements, cost-of-living adjustments, PERF investments in
y other topics.  However, one bill each year receives most of our attention and that is
ension Management Oversight Commission (PMOC) deliberated last summer on a
ate Bill 59 is the culmination of those discussions. 

als with various PERF and Teachers’ Retirement Fund (TRF) administrative issues,
 the Indiana General Assembly, and now awaits the Governor’s signature.  The bill
 changes affecting PERF, including the following: 

llover distributions and trustee-to-trustee transfers to PERF as permitted by the 
owth and Tax Relief Reconciliation Act of 2001. 

 allow PERF to accept, on behalf of any active member, a rollover distribution 
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 PERF members to purchase at actuarial cost certain additional service credit.  
o has earned at least 10 years of service in a position covered by PERF or TRF 
purchase one year of service for each five years of service that the member has 
tion covered by PERF or TRF.  The bill would allow the State or political 
 or a part of a member’s contribution to purchase the additional service credit. 

ooling of the assets of PERF and TRF for investment purposes (while retaining 
nd separate accounting for Fund assets). 
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